ABSTRACT
In 2011, the company spent $4,000 on internally feasible development costs, which relates to their pipeline of pharmaceutical drugs. 4.
AXE leased specialized machinery manufactured by the lessor, Jones Corp. The lease term is for 3 years with a lease payment made to lessor in the amount of $5,000. Payment is due on December 31 of each year, with the first payment due on December 31, 2011. At the end of the lease term, ownership reverts back to lessor. There is no option to buy the equipment. a. The estimated useful life of the lease is 54 months; 4 and 1/2 years. b. The fair market value of the equipment is $15,000. c. The interest rate implicit in the lease is 6 percent, and this is known to the lessee, Axe. d. The incremental borrowing rate of Axe is 7 percent. e. This lease is treated as an operating lease under US GAAP, and the US GAAP prepared cash flow statement reflects this. f. Under IFRS, this lease is treated as a capital/financing lease. 5.
Assume that AXE has elected to treat interest expense as a cash flow from operations activity, thereby being consistent with the US GAAP prepared statement.
REQUIRED

1.
For items 1-4, identify whether there will be a change in cash flow under IFRS, a reclassification of cash flows, or no effect on cash flow. 2.
For items 1-4, identify where applicable, the reclassification of cash flow among operating, investing and financing activities. 3.
Make the necessary changes on the worksheet presented.
4.
Prepare an IFRS Compliance Cash Flow Statement for the period 1/1/11 to 12/31/11 5.
What other differences exist between US GAAP and IFRS Cash Flow presentation.
1.
IFRS disallows the use of LIFO as an acceptable accounting method. LIFO is allowed under US GAAP, and if used for financial reporting purposes, has to be used for tax purposes: known as the conformity rule. In this case, IFRS will require the use of FIFO and the differential between the cost of goods sold and pre-tax total between LIFO and FIFO will equal the difference in the beginning and the end of year LIFO Reserve. This amount is $19,000 less $15,000, which equals an increase in pre-tax income under FIFO, by virtue of a higher ending inventory total and lower cost of goods sold amount of $4,000. At a tax rate of 25 percent, this amounts to a greater cash tax payment under FIFO of $1,000. This will cause a decrease in cash flow under IFRS by virtue of FIFO use. Cash will be reduced by $1,000 to $52,000.
2.
The increase in the carrying amount of Property, Plant and Equipment which is allowable under IFRS and precluded under US GAAP, has no effect on cash flows. It increases comprehensive income on the balance Sheet by $6,000. 3.
The development costs are capitalized under IFRS, if such costs are traceable and if deemed feasible. Under US GAAP, such costs are expensed when incurred. As such, the $4,000 is reclassified under IFRS as a cash payment for Investing Activities, from cash paid from operating activities under US GAAP.
4.
A reclassification from operating lease, which treats the rent payment as an operating expense; a cash payment for operating activities, to a capital / financing lease, will result in the purchase of an asset and an incurrence of a liability in the same amount, calculated by discounting the minimum lease payments using the lower implicit rate of the lease or the lessee's incremental borrowing rate. The payment of the lease obligation will thus result as a cash payment for financing activities; which includes a payment of the minimum lease obligation and an interest payment. The amortization 
